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IMKANDLA LOCAL MUNICIPALITY 


ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 
30 JUNE 2010 


I am responsible for the preparation of the Annual Financial Statements, which are set out on pages 1 to 46, in terms 
of Section 126(1) of the Municipal Finance Management Act and which I have signed on behalf of the municipality. 

I certify that the Salaries. Allowances and Benefits of the Councilors as disclosed in Note 20 of these Annual 
Financial Statements are within the upper limits of the framework envisaged in Section 219 of the Constitution read 
with the Remuneration of Public Office Bearers Act and the Minister of Co-Operative Governance and Traditional 
Affairs' determination in accordance vdth this Act, 
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Statement of Financial Position 


Figures in Rand 

Note(s) 

2010 

2009 

Assets 




Current Assets 

Other receivables 

7 

- 

718,000 

VAT receivable 

8 

277,742 

385,900 

Consumer debtors 

9 

1 ,207,428 

163,194 

Financial assets - Investments 

6 

18,382,032 

1,170,101 

Cash and cash equivalents 

10 

7,192,623 

416,777 



27,059,825 

2,853,972 


Non-Current Assets 


Investment property 

2 

38,000 

18,000 

Property, plant and equipment 

3 

153,856,524 

149,934,755 

Intangible assets 

4 

46,024 

6,162 



153,940,548 

149,958,917 

Total Assets 


181,000,373 

152,812,889 


Liabilities 


Current Liabilities 


Trade and other payables 

Unspent conditional grants and receipts 

Provisions 

13 

11 

12 

3,554,114 

22,590,312 

4,397,770 

1,499,651 

3,736,846 

3,945,894 



30,542,196 

9,182,391 

Total Liabilities 


30,542,196 

9,182,391 

Net Assets 


150,458,177 

143,630,498 

Net Assets 

Accumulated surplus 


150,458,177 

143,630,498 
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Statement of Financial Performance 


Revenue 
Other income 
Operating expenses 

Operating surplus 

Interest income 
.ce costs 

Surplus for the year 


Note(s) 

2010 

2009 

14 

37,969,620 

34,347,534 

18 

141,827 

134,634 


(32,171,221) 

(28,148,936) 


5,940,226 

6,333,232 

22 

538,819 

455,013 

24 

(318,182) 

(289,256) 


6,160,863 

6,498,989 
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Cash Flow Statement 


Figures in Rand 

Note(s) 

2010 

2009 

Cash flows from operating activities 

Cash receipts from customers 

Cash paid to suppliers and employees 


39,013,854 

(21,797,065) 

31,930,929 

(11,825,044) 

Cash (used in) / generated from operations 

Interest income 

Finance costs 

28 

17,216,789 

538,819 

(318,182) 

20,105,885 

455,013 

(289,256) 

Net cash from operating activities 


17,437,426 

20,271,642 


Cash flows from investing activities 


Purchase of property, plant and equipment 

Sale of property, plant and equipment 

Purchase of other intangible assets 

Purchase of financial assets - investments 

Sale of financial assets - investments 
lncrease/(Decrease) in government grants 

3 

3 

4 

(12,376,937) 

120,000 

(46,178) 

(17,211,931) 

18,853,466 

(16,192,805) 

(8,984) 

3,570,775 

(5,276,257) 

Net cash from investing activities 


(10,661,580) 

(17,907,271) 

Net increase (decrease) in cash and cash equivalents 


6,775,846 

2,364,371 

Cash at the beginning of the year 


416,777 

(1,947,594) 

Net cash and cash equivalents at the end of period 

10 

7,192,623 

416,777 
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Accounting Policies 


1 . Presentation of Annual Financial Statements 

The annual financial statements have been prepared in accordance with Standards of Generally Recognised Accounting 
Practice (QRAP) issued by the Accounting Standards Board in accordance with the Municipal Finance Management Act 
(Act 56 of 2003).These annual financial statements have been prepared on an accrual basis of accounting. They are 
presented in South African Rand. 

Nkandia municipality is situated in KwaZulu-Natal, South Africa. 

A summary of the significant accounting policies, which have been consistently applied, are disclosed below. 

The municipality adopted GRAP in the prior year (June 30, 2009) and took advantage of the transitional provisions of 
Directive 4 which are available to medium capacity municipalities. These provisions are available to the Municipality until 
June 30, 201 1 . The application of these transitional provisions is detailed in each policy to which the Directive applies. 


1 .1 Significant judgements and sources of estimation uncertainty 

In preparing the annual financial statements, management is required to make estimates and assumptions that affect the 
amounts represented in the annual financial statements and related disclosures. Use of available information and the 
application of judgement is inherent in the formation of estimates. Actual results in the future could differ from these 
estimates which may be material to the annual financial statements. Significant judgements include; 

Trade receivables and loans and receivables 

The municipality assesses its trade receivables and loans and receivables for impairment at each statement of financial 
position date. In determining whether an impairment loss should be recorded in the statement of financial performance, the 
municipality makes judgements as to whether there is observable data indicating a measurable decrease in the estimated 
future cash flows from a financial asset. 

An estimate is made for doubtful receivables based on a review of all outstanding amounts at year-end. Significant financial 
difficulties of the debtor, default and delinquency in payments are considered indicators that the trade receivables are 
impaired. 

Allowance for doubtful debts 

On debtors an impairment loss is recognised in surplus and deficit when there is objective evidence that it is impaired. The 
impairment is measured as the difference between the debtors carrying amount and the present value of estimated future 
cash flows discounted at the effective interest rate, computed at initial recognition. 

Fair value estimation 

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair 
values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual cash 
flows at the current market interest rate that is available to the municipality for similar financial instruments. 

Provisions 

Provisions were raised and management determined an estimate based on the information available. Additional disclosure 
of these estimates of provisions are included in note 12 - Provisions. 

Effective interest rate 

The municipality used the incremental borrowing rate to discount future cash flows. 

Directive 4 

As allowed by the transitional provisions included in Directive 4, the following asset classes have not been measured in 
accordance with the relevant GRAP for the year ended June 30, 2010: 

Investment property (GRAP 16) 

Property, Plant and Equipment (GRAP 17) 

Intangible assets (GRAP 102) 
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Accounting Policies 


1 .1 Significant judgements and sources of estimation uncertainty (continued) 

Management has estimated provisional amounts for each of these asset classes which are included in the statement of 
financial position. These amounts are subject to change once the measurement process has been completed, which is 
expected to occur by June 30, 201 1 . 

Standards, amendments to standards and interpretations issued but not yet effective 

The following GRAP standards have been issued but are not yet effective and have not been early adopted by the 
municipality: 

GRAP 18 Segment reporting 

GRAP 21 Impairment of non-cash generating assets 

GRAP 23 Revenue from Non-exchange Transactions (Taxes and Transfers) 

GRAP 25 Employee Benefits 

GRAP 26 Impairment of Cash-generating Assets 

GRAP 1 03 Heritage Assets 

GRAP 104 Financial Instruments 

The municipality has not applied the following accounting statements and interpretations that have been issued but are not 
yet effective. These will be applied by the municipality when they become effective: 

IFRS 2 Amendments to IFRS 2 Shared-based payments- Group cash settled share-based payment arrangements. 

This amendment is required for years commencing on or after 1 January 201 0 but is not expected to be relevant to the 
activities of the municipality. 

IFRS 9 Financial Instruments 

This new standard is required for years commencing on or after 1 January 201 3. The impact of this standard is currently 
being determined. 

IAS 24 Related party disclosures 

This amended standard is required for years commencing on or after 1 January 201 1 but is not expected to have a material 
impact on the municipality. 

IAS 32 Amendments to IAS 32 Financial Instruments : Presentation - Classification of rights issues 

This amendment is required for years commencing on or after 1 February 2010 but is not relevant to the activities of the 

municipality. 

IFRIC 14 Amendments for prepayments of a minimum funding requirement 

This amended interpretation is required for years commencing on or after 1 January 201 1 but is not expected to be relevant 
to the activities of the municipality. 

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments 

This interpretation is required for years commencing on or after 1 July 2010 but is not expected to be relevant to the 
activities of the municipality. 

Improvements to IFRS (April 2009) 

These annual improvements are required mostly for years commencing on or after 1 January 2010 and are not expected to 
be relevant to the activities of the municipality. 

Improvements to IFRS (May 2010) 

These annual improvements are required mostly for years commencing on or after 1 January 201 1 and are not expected to 
be relevant to the activities of the municipality. 
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Accounting Poiicies 


1 .2 Investment property 

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital 
appreciation or both, rather than for: 

♦ use In the production or supply of goods or services or for 

♦ administrative purposes, or 

» sale in the ordinary course of operations. 

Owner-occupied property is property held for use in the production or supply of goods or services or for administrative 
purposes. 

Investment property is recognised as an asset when, and only when, it is probable that the future economic benefits that 
are associated with the investment property will flow to the enterprise, and the cost of the investment property can be 
measured reliably. 

Investment property is initially recognised at cost. Transaction costs are included in the initial measurement. 

Costs include costs incurred initially and costs incurred subsequently to add to, or to replace a part of, or service a property. 
If a replacement part is recognised in the carrying amount of the investment property, the carrying amount of the replaced 
part is derecognised. 

Cost model 

Investment property is carried at cost less depreciation less any accumulated impairment losses. 

Depreciation is provided to write down the cost, less estimated residual value over the useful life of the property, which is 
as follows: 

Item Useful life 

Property - land indefinite 

Property - buildings 30 years 

The municipality has taken advantage of the transitional provisions of Directive 4 which are available to medium capacity 
municipalities for the year ended June 30, 2010. 

Investment property has therefore not been measured in accordance with GRAP 1 6 or the accounting policy above. A 
“provisional” amount has been determined by management, which will be used until the GRAP 16 measurement process is 
completed. It is anticipated that this process will be completed by June 30, 201 1 . 

1 .3 Property, plant and equipment 

The cost of an item of property, plant and equipment is recognised as an asset when: 

♦ it is probable that future economic benefits or service potential associated with the item will flow to the 
municipality; and 

♦ the cost of the item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred 
subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of 
property, plant and equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is also 
included in the cost of property, plant and equipment. 

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated 
residual value. 

The useful lives of items of property, plant and equipment have been assessed as follows: 


Item 

Property & Permanent Works 
Plant & Equipment 
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Average useful life 

30 years 
5-6 years 
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Accounting Policies 


1 .3 Property, plant and equipment (continued) 


Furniture and fixtures 6 years 

Vehicles 5 years 

Equipment 5-6 years 

IT equipment 3 years 


The residual value, and the useful life and depreciation method of each asset are reviewed at the end of each reporting date. If 
the expectations differ from previous estimates, the change is accounted for as a change in accounting estimate. 

Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item is 
depreciated separately. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of 
another asset. 

Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of Intangible assets is included in surplus or deficit when the item is 
derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment is determined as the 
difference between the net disposal proceeds, if any, and the carrying amount of the item. 

1.4 Site restoration and dismantling cost 

The municipality has an obligation to dismantle, remove and restore items of property, plant and equipment. Such 
obligations are referred to as ‘decommissioning, restoration and similar liabilities’. The cost of an item of property, plant and 
equipment includes the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is 
located, the obligation for which an entity incurs either when the item is acquired or as a consequence of having used the 
item during a particular period for purposes other than to produce inventories during that period. 

If the related asset is measured using the cost model: 

♦ subject to the criteria below, changes in the liability are added to, or deducted from, the cost of the related asset 
in the current period 

♦ if a decrease in the liability exceeds the carrying amount of the asset, the excess is recognised immediately in 
surplus or deficit. 

♦ if the adjustment results in an addition to the cost of an asset, the entity considers whether this is an indication 
that the new carrying amount of the asset may not be fully recoverable. If it is such an indication, the asset is 
tested for impairment by estimating its recoverable amount, and any impairment loss is recognised in surplus or 
deficit. 

1 .5 Intangible assets 

An asset is identified as an intangible asset when it: 

♦ is capable of being separated or divided from an entity and sold, transferred, licensed, rented or exchanged, 
either individually or together with a related contract, assets or liability; or 

♦ arises from contractual rights or other legal rights, regardless whether those rights are transferable or separate 
from the municipality or from other rights and obligations. 

An intangible asset is recognised when: 

♦ it is probable that the expected future economic benefits that are attributable to the asset will flow to the entity; 
and 

♦ the cost of the asset can be measured reliably. 

Intangible assets are initially recognised at cost. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred. 
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Accounting Policies 


1 .5 Intangible assets (continued) 

An intangible asset arising from development (or from the development phase of an internal project) is recognised when: 

♦ it is technically feasible to complete the asset so that it will be available for use or sale. 

♦ there is an Intention to complete and use or sell it. 

♦ there is an ability to use or sell it. 

♦ it will generate probable future economic benefits. 

♦ there are available technical, financial and other resources to complete the development and to use or sell the 
asset. 

♦ the expenditure attributable to the asset during its development can be measured reliably. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

An intangible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no 
foreseeable limit to the period over which the asset is expected to generate net cash inflows. Amortisation is not provided 
for these property, plant and equipment. For all other intangible assets amortisation is provided on a straight line basis over 
their useful life. 

The amortisation period and the amortisation method for intangible assets are reviewed every period-end. 

Reassessing the useful life of an intangible asset with a definite useful life after it was classified as indefinite is an indicator 
that the asset may be impaired. As a result the asset is tested for impairment and the remaining carrying amount Is 
amortised over its useful life. 

Internally generated brands, mastheads, publishing titles, customer lists and items similar in substance are not recognised 
as intangible assets. 

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows; 

Item Useful life 

Licenses 1 y®3r 

Computer software 3 years 

Intangible assets are derecognised; 

♦ on disposal: or 

♦ when no future economic benefits or service potential are expected from its use or disposal. 

The gain or loss is the difference between the net disposal proceeds, if any, and the carrying amount. It is recognised in 
surplus or deficit when the asset is derecognised. 

The gain or loss arising from the derecognition of an item of intangible assets is included in surplus or deficit when the item 
is derecognised. 

The municipality has taken advantage of the transitional provisions of Directive 4 which are available to medium capacity 
municipalities for the year ended June 30, 2010. 

Intangible assets have therefore not been measured in accordance with GRAP 102 or the accounting policy above. A 
“provisional” amount has been determined by management, which will be used until the GRAP 102 measurement process 
is completed. It is anticipated that this process will be completed by June 30, 201 1 . 

1 .6 Financial Instruments 
Classification 

The municipality classifies financial assets and financial liabilities into the following categories: 

♦ Loans and receivables 

♦ Financial liabilities measured at amortised cost 

Classification depends on the purpose for which the financial instruments were obtained / incurred and takes place at initial 
recognition. Classification is re-assessed on an annual basis. 

Initial recognition and measurement 

Financial instruments are recognised initially when the municipality becomes a party to the contractual provisions of the 
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1.6 Financial Instruments (continued) 

instruments. 

The municipality classifies financial instruments, or their component parts, on initial recognition as a financial asset, a 
financial liability or an equity instrument in accordance with the substance of the contractual arrangement. 

Financial instruments are measured initially at fair value. 

Transaction costs are included in the initial measurement of the instrument. 

Subsequent measurement 

Loans and receivables and consumer debtors are subsequently measured at amortised cost, using the effective interest 
method, less accumulated impairment losses. 

Financial liabilities at amortised cost are subsequently measured at amortised cost, using the effective interest method. 

Loans to employees 

These financial assets are classified as loans and receivables. 

Trade and other receivables 

Trade and other receivables are classified as loans and receivables. 

Trade receivables are measured at initial recognition at fair value, and are subsequently measured at amortised cost using 
the effective interest rate method. Appropriate allowances for estimated irrecoverable amounts are recognised in surplus or 
deficit when there is objective evidence that the asset is impaired. Significant financial difficulties of the debtor, probability 
that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments (more than 30 days 
overdue) are considered indicators that the trade receivable is impaired. The allowance recognised is measured as the 
difference between the asset’s carrying amount and the present value of estimated future cash flows discounted at the 
effective interest rate computed at initial recognition. 

The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the deficit is 
recognised in surplus or deficit within operating expenses. When a trade receivable is uncollectible, it is written off against 
the allowance account for trade receivables. Subsequent recoveries of amounts previously written off are credited against 
operating expenses in surplus or deficit. 

Cash and cash equivalents and other financial assets 

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid investments 
that are readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value. These 
cash and cash equivalents are initially recorded at fair value and subsequently recorded at amortised cost as a loan 
receivable. 

Bank overdraft, borrowings and trade and other payables 

Bank overdrafts, borrowings and trade and other payables are initially measured at fair value, and are subsequently 
measured at amortised cost, using the effective interest rate method. 

Gains and losses 

For financial assets and financial liabilities carried at amortised cost, a gain or loss is recognised in surplus or deficit when 
the financial asset or financial liability is derecognised or impaired, and through the amortisation process. 
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1.6 Financial instruments (continued) 

Derecognition 
Financial assets 

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is 
derecognised where: 

♦ the rights to receive cash flows from the asset have expired; 

♦ the municipality retains the right to receive cash flows from the asset, but has assumed an obligation to pay them 
in full without material delay to a third party under a ‘pass-through’ arrangement; or 

♦ the municipality has transferred its rights to receive cash flows from the asset and either 

has transferred substantially all the risks and rewards of the asset, or 

has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred 
control of the asset. 

Where the municipality has transferred its rights to receive cash flows from an asset and has neither transferred nor 
retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to 
the extent of the municipality’s continuing involvement in the asset. Continuing involvement that takes the form of a 
guarantee over the transferred asset is measured at the lower of the original carrying amount of the asset and the maximum 
amount of consideration that the municipality could be required to repay. 

Financial liabilities 

A financial liability is derecognised when the obligation under the liability is discharged, cancelled or expires. Where an 
existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an 
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original 
liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised in surplus 
or deficit. 

Impairment of financiai assets 

The municipality assesses at each statement of financial position date whether a financial asset or group of financial assets 
is impaired. 

Assets are carried at amortised cost 

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been incurred, 
the amount of the loss is measured as the difference between the asset’s carrying amount and the present value of 
estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s 
original effective interest rate (i.e. the effective interest rate computed at initial recognition). The carrying amount of the 
asset shall be reduced either directly or through the use of an allowance account. The amount of the loss shall be 
recognised in surplus or deficit. The municipality first assesses whether objective evidence of impairment exists individually 
for financial assets that are individually significant, and individually or collectively for financial assets that are not individually 
significant. If it is determined that no objective evidence of impairment exists for an individually assessed financial asset, 
whether significant or not, the asset is included in a group of financial assets with similar credit risk characteristics and that 
group of financial assets is collectively assessed for impairment. Assets that are individually assessed for impairment and 
for which an impairment loss is or continues to be recognised are not included in a collective assessment of impairment. 

1 .7 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease 
is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership. 

Finance leases - lessee 

Finance leases are recognised as assets and liabilities in the statement of financial position at amounts equal to the fair 
value of the leased property or, if lower, the present value of the minimum lease payments. The corresponding liability to 
the lessor is included in the statement of financial position as a finance lease obligation. 

The discount rate used in calculating the present value of the minimum lease payments is the Interest rate implicit in the 
lease. 
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1 .7 Leases (continued) 

The lease payments are apportioned between the finance charge and reduction of the outstanding liability The finance 
charge is allocated to each period during the lease term so as to produce a constant periodic rate of return on the 
remaining balance of the liability. 

Operating leases - lessor 

Operating lease income is recognised as an income on a straight-line basis over the lease term. 

Initial direct costs incurred in negotiating and arranging operating leases are added to the carrying amount of the leased 
asset and recognised as an expense over the lease term on the same basis as the lease income. 

Income for leases is disclosed under revenue in the statement of financial performance. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference 
between the amounts recognised as an expense and the contractual payments are recognised as an a prepayment or an 
accrual, as applicable. 

Any contingent rents are expensed in the period they are incurred. 

1 .8 Impairment of assets 

The municipality assesses at each statement of financial position date whether there is any indication that an asset may be 
impaired. If any such indication exists, the municipality estimates the recoverable amount of the asset. 

If there is any indication that an asset may be impaired, the recoverable amount is estimated for the individual asset. If it is not 
possible to estimate the recoverable amount of the individual asset, the recoverable amount of the cash-generating unit to 
which the asset belongs is determined. 

The recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs to sell and its value in 
use. 

If the recoverable amount of an asset is less than its carrying amount, the carrying amount of the asset is reduced to its 
recoverable amount. That reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit. 

An impairment loss is recognised for cash generating units if the recoverable amount of the unit is less than the carrying 
amounts of the units. 

An entity assesses at each reporting date whether there is any indication that an impairment loss recognised in the prior 
periods may no longer exist or may have decreased. If any such indication exists, the recoverable amounts of those assets are 
estimated. 

The increased carrying amount of an asset attributable to a reversal of an impairment loss does not exceed the carrying 
amount that would have been determined had no impairment loss been recognised for the asset in the prior periods. 

A reversal of an Impairment loss of assets carried at cost less accumulated depreciation or amortisation is recognised 
immediately in surplus or deficit. 

Impairment of assets has not been performed as the transitional provisions in Directive 4 relating to the exemption of 
measurement of all assets have been applied. 

1 .9 Employee benefits 
Short-term employee benefits 

The cost of short-term employee benefits, (those payable within 12 months after the service is rendered, such as paid 
vacation leave and sick leave, bonuses, and non-monetary benefits such as medical care), are recognised in the period in 
which the service is rendered and are not discounted. 
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1 .9 Employee benefits (continued) 

The expected cost of compensated absences is recognised as an expense as the employees render services that increase 
their entitlement or, in the case of non-accumulating absences, when the absence occurs. 

Retirement benefits 

The municipality provides retirement benefits for its employees and councillors. The contributions to fund obligations for the 
payment of retirement benefits are charged against revenue in the year they become payable. The defined benefit funds, 
which are administered on a provincial basis, are treated as defined contribution plans by the municipality as allowed by 
IAS 19 Employee benefits. Specific actuarial information in respect of individual participating municipalities is unavailable 
due to centralised administration of these funds. 

1.10 Provisions and contingencies 

Provisions are recognised when; 

♦ the municipality has a present obligation as a result of a past event; 

♦ it is probable that an outflow of resources embodying economic benefits or service potential will be required to 
settle the obligation; and 

♦ a reliable estimate can be made of the obligation. 

The amount of a provision is the present value of the expenditures expected to be required to settle the obligation. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be received if the 
municipality settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for the 
reimbursement shall not exceed the amount of the provision. 

If the municipality has a contract that is onerous, the present obligation (net of recoveries) under the contract is recognised 
and measured as a provision. 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 30. 
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1.11 Revenue from exchange transactions 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result in an 
increase in net assets, other than increases relating to contributions from owners. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable and represents the amounts receivable for 
goods and services provided in the normal course of business, net of trade discounts and volume rebates and value added tax. 

Sale of goods 

Revenue from the sale of goods is recognised when all the following conditions have been satisfied: 

♦ the municipality has transferred to the purchaser the significant risks and rewards of ownership of the goods; 

♦ the municipality retains neither continuing managerial involvement to the degree usually associated with 
ownership nor effective control over the goods sold; 

♦ the amount of revenue can be measured reliably; 

♦ it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

♦ the costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Rendering of services 

When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue associated with 
the transaction is recognised by reference to the stage of completion of the transaction at the reporting date. The outcome 
of a transaction can be estimated reliably when all the following conditions are satisfied: 

♦ the amount of revenue can be measured reliably; 

♦ it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

♦ the stage of completion of the transaction at the reporting date can be measured reliably; and 

♦ the costs incurred for the transaction and the costs to complete the transaction can be measured reliably. 

When services are performed by an indeterminate number of acts over a specified time frame, revenue is recognised on a 
straight line basis over the specified time frame unless there is evidence that some other method better represents the stage of 
completion. When a specific act is much more significant than any other acts, the recognition of revenue is postponed until the 
significant act is executed. 

When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue is recognised 
only to the extent of the expenses recognised that are recoverable. 

Service revenue is recognised by reference to the stage of completion of the transaction at the reporting date. Stage of 
completion is determined by services performed to date as a percentage of total services to be performed. 

Service fees included in the price of the product are recognised as revenue over the period during which the service is 
performed. 

Interest, royalties and dividends 

Revenue arising from the use by others of entity assets yielding interest, royalties and dividends is recognised when: 

♦ It is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality, and 

♦ The amount of the revenue can be measured reliably. 

Interest is recognised, in surplus or deficit, using the effective interest rate method. 

Royalties are recognised as they are earned in accordance with the substance of the relevant agreements. 

Dividends, or their equivalents are recognised, in surplus or deficit, when the municipality’s right to receive payment has been 
established. 
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1.12 Revenue from non-exchange transactions 

Non-exchange transactions are defined as transactions where the entity receives value from another entity without directly 
giving approximately equal value in exchange. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume rebates. 

Rates, including collection charges and penalties interest 

Revenue from rates, including collection charges and penalty interest, is recognised when: 

» it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

♦ the amount of the revenue can be measured reliably: and 

♦ there has been compliance with the relevant legal requirements. 

Changes to property values during a reporting period are valued by a suitably qualified valuator and adjustments are made to 
rates revenue, based on a time proportion basis. Adjustments to rates revenue already recognised are processed or additional 
rates revenue is recognised. 

Fines 

Revenue from the issuing of fines is recognised when: 

♦ it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

♦ the amount of the revenue can be measured reliably. 

Government grants 

Government grants are recognised as revenue when: 

♦ it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality, 

♦ the amount of the revenue can be measured reliably, and 

♦ to the extent that there has been compliance with any restrictions associated with the grant. 

Other grants and donations 

Other grants and donations are recognised as revenue when: 

♦ it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

♦ the amount of the revenue can be measured reliably; and 

♦ to the extent that there has been compliance with any restrictions associated with the grant. 

If goods in-kind are received without conditions attached, revenue is recognised immediately. If conditions are attached, a 
liability is recognised, which is reduced and revenue recognised as the conditions are satisfied. 

1.13 Investment income 

Investment income is recognised on a time-proportion basis using the effective interest method. 

1.14 Borrowing costs 

Borrowing costs that are attributable to the acquisition, construction or production of qualifying assets are capitalised to the 
cost of that asset unless it is inappropriate to do so. The municipality ceases the capitalisation of borrowing costs when 
substantially all the activities to prepare the asset for its intended use or sale are complete. It is considered inappropriate to 
capitalise borrowing costs where the link between the funds borrowed and the capital asset acquired cannot be adequately 
established. Borrowing costs incurred other than on qualifying assets are recognised as an expense in surplus or deficit 
when incurred. 

1.15 Comparative figures 

Comparative figures have been restated as a result of changes in accounting policies and correction of prior period errors. 
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1.16 Unauthorised expenditure 

Unauthorised expenditure means: 

» overspending of a vote or a main division within a vote; 

♦ expenditure not in accordance with the purpose of a vote or, in the case of a main division, not in accordance 
with the purpose of the main division. 

All expenditure relating to unauthorised expenditure is recognised as an expense in the statement of financial performance 
in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, 
and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.17 Fruitless and wasteful expenditure 

Fruitless expenditure means expenditure which was made in vain and would have been avoided had reasonable care been 
exercised. 

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial 
performance in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of 
the expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.18 Irregular expenditure 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the 
Municipal Systems Act (Act No.32 of 2000), the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of the 
Municipality's supply chain management policy. Irregular expenditure excludes unauthorised expenditure. Irregular 
expenditure is accounted for as expenditure in the statement of financial performance and where recovered, it is 
subsequently accounted for as revenue In the statement of financial performance. 

1.19 Use of Estimates 

The preparation of annual financial statements in conformity with the Standards of Generally Recognised Accounting 
Practice requires the use of certain critical accounting estimates. It also requires management to exercise its judgement in 
the process of applying the municipality’s accounting policies. The areas involving a higher degree of judgement or 
complexity, or areas where assumptions and estimates are significant to the annual financial statements are disclosed in 
the relevant sections of the annual financial statements. Although these estimates are based on management’s best 
knowledge of current events and actions they may undertake in the future, actual results ultimately may differ from those 
estimates. 

1 .20 Presentation Currency 

These annual financial statements are presented in South African Rand. 

1.21 Offsetting 

Assets, liabilities, revenue and expenses have not been offset except when offsetting is required or permitted bv a Standard 
of GRAP. 

1.22 Gratuities 

The entity provides gratuities for qualifying staff members in terms of the relevant conditions of employment. The 
expenditure is recognised in the statement of financial performance when the gratuity is paid. 
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Figures in Rand 




2010 

2009 

2. Investment property 



2010 


2009 



Cost/ 

Valuation 

Accumulated Carrying value 
depreciation 

Cost/ 

Valuation 

Accumulated Carrying value 
depreciation 

Investment property 

38,000 

38,000 

18,000 

- 

18,000 


Reconciliation of investment property - 2010 


Investment property 


Opening Transfers Total 
Balance 

18,000 20,000 38,000 


Reconciliation of investment property - 2009 


Opening Transfers Total 
Balance 

Investment property - 18,000 18,000 

The municipality has taken advantage of the transitional provisions of Directive 4 which are available to medium capacity 
municipalitiesfortheyearended June 30. 2010. 

Investment property have therefore not been measured in accordance with GRAP 16 or the accounting policy above. A 
"provisional" amount has been determined by management, which will be used until the GRAP 16 measurement process is 
completed. It is anticipated that this process will be completed by June 30, 2011. 

3. Property, plant and equipment 




2010 



2009 



Cost / Accumulated Carrying vaiue 

Valuation depreciation 

Cost/ 

Valuation 

Accumulated Carrying value 
depreciation 

Land 

104,005,940 

- 

104,005,940 

104,025,940 

_ 

104,025,940 

Buildings 

4,329,275 

(816,959) 

3,512,316 

4,329,275 

(672,649) 

3,656,626 

Plant and machinery 

1,675,270 

(961,434) 

713,836 

1,675,270 

(828,649) 

846,621 

Furniture and fixtures 

1,332,259 

(889,731) 

442,528 

1,331,424 

(721,969) 

609,455 

Motor vehicles 

1,319,033 

(966,683) 

352,350 

1,242,101 

(825,164) 

416,937 

Office equipment 

115,358 

(76,139) 

39,219 

111,485 

(61,105) 

50,380 

IT equipment 

1,768,217 

(1,286,075) 

482,142 

1 ,596,296 

(872,704) 

723,592 

Infrastructure 

17,791,832 

0,394,548) 

16,397,284 

12,825,736 

(920,266) 

11,905,470 

Community 

18,439,782 

(2,718,058) 

15,721,724 

17,460,132 

(2,133,460) 

15,326,672 

Capital work in progress 

9,527,823 

- 

9,527,823 

9,661,285 


9,661 285 

Park facilities 

130,406 

(36) 

130,370 




Landfill site 

2,892,562 

(361,570) 

2,530,992 

2,892,562 

(180,785) 

2,711,777 

Total 

163,327,757 

(9,471,233) 

153,856,524 

157,151,506 

(7,216,751) 

149,934,755 


Reconciliation of property, plant and equipment - 2010 


Buildings 

Land 

Other assets 
Infrastructure 
Community 

Capital work in progress 
Landfill site 


Opening 

Balance 

Additions 

Disposals 

Transfers 

Depreciation 

Total 

3,656,626 

- 

- 

- 

(144,310) 

3,512,316 

104,025,940 

- 

- 

(20,000) 

- 

104,005,940 

2,646,985 

548,967 

(165,000) 

- 

(870,507) 

2,160,445 

1 1 ,905,470 

4,966,097 

- 

- 

(474,283) 

16,397,284 

15,326,672 

979,651 

- 

- 

(584,599) 

15,721,724 

9,661,285 

5,882,222 

- 

(6,015,684) 

- 

9,527,823 

2,711,777 

“ 

“ 

- 

(180,785) 

2,530,992 
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3. Property, plant and equipment (continued) 

149,934,755 12,376,937 (165,000) (6,035,684) (2,254,484) 153,856,524 


Reconciliation of property, plant and equipment - 2009 


Buildings 

Land 

Other assets 
Infrastructure 
Community 

Capital work in progress 
Landfill site 


Opening 

Balance 

3,800,935 

104,043,940 

2,126,216 

10,888,853 

12,372,639 

4,701,388 

2,892,562 

140,826,533 


Additions 


1 ,431 ,237 
1 ,431 ,380 
3,430,765 
9,899,423 


16,192,805 


Transfers 

(18,000) 

(4.939.526) 

(4.957.526) 


Depreciation 

(144,309) 

(910,468) 

(414,763) 

(476,732) 

(180,785) 

(2,127,057) 


Total 

3,656,626 
104,025,940 
2,646,985 
1 1 ,905,470 
15,326,672 
9,661,285 
2,711,777 

149,934,755 


The municipality has taken advantage of the transitional provisions of Directive 4 which are available to medium capacity 
municipalities for the year ended June 30, 2010. 

Property, plant and equipment have therefore not been measured in accordance with GRAP 17 or the accounting policy 
above. A “provisional” amount has been determined by management, which will be used until the GRAP 17 measurement 
process is completed. It is anticipated that this process will be completed by June 30, 201 1 . 

4. Intangible assets 




2010 


2009 


Cost / 
Valuation 

Accumulated Carrying value 
amortisation 

Cost/ 

Valuation 

Accumulated Carrying value 
amortisation 

Computer software 

55,162 

(9,138) 46,024 

8,984 

(2,822) 6,162 


Reconciliation of intangible assets - 2010 


Computer software 


Opening Additions Amortisation Total 
Balance 

6,162 46,178 (6,316) 46,024 


Reconciliation of intangible assets - 2009 


Opening Additions Amortisation Total 
Balance 

Computer software - 8,984 (2,822) 6,162 


The municipality has taken advantage of the transitional provisions of Directive 4 which are available to medium capacity 
municipalities for the year ended June 30, 2010. 

Intangible assets have therefore not been measured in accordance with GRAP 102 or the accounting policy above. A 
“provisional” amount has been determined by management, which will be used until the GRAP 102 measurement process 
is completed. It is anticipated that this process will be completed by June 30, 201 1 . 

5. Retirement benefits 

All municipal councillors and employees belong to The Natal Joint Municipal Pension Fund (Superannuation) and The Natal 
Joint Municipal Pension Fund (Retirement) which are administered by the Province. 

These schemes cannot be broken down per municpality, as they are considered to be multi-employer schemes and hence 
are treated as defined contribution schemes by the municipality. 

Muncipal employees are also members of the Kwazulu-Natal Joint Municipal Provident Fund. All contributions have been 
included in the employee related cost note. 
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6. Financial assets - Investments 



Current portion 

ABSA Call investment account 

ABSA MIG Call account 

ABSA Conditional Call account 

5,056,924 

7,604,449 

5,720,659 

394,999 

738,156 

36,946 


18,382,032 

1,170,101 

7. Other receivables 



Sundry debtors 

- 

718,000 

8. VAT receivable 



VAT refundable 

277,742 

385,900 

9. Consumer debtors 



Gross balances 

Rates and refuse 

5,997,554 

4,886,169 

Less: Provision for bad debts 

Rates and refuse 

(4,790,126) 

(4,722,975) 

Net balance 

Rates and refuse 

1 ,207,428 

163,194 

Rates and refuse 

Current (0 -30 days) 

31-60 days 

61-90 days 

91 - 120 days 

144,251 

133,853 

133,622 

795,702 

37,126 

37,094 

684 

88,290 


1,207,428 

163,194 

Reconciliation of bad debt provision 

Balance at beginning of the year 

Provision raised during the year 

4,722,975 

67,151 

4,247,007 

475,968 


4,790,126 

4,722,975 

Credit quality of consumer debtors 



The credit quality of consumer debtors that are neither past due nor impaired can be assessed by reference to external 
credit ratings (if available) or to historical information about counterparty default rates. 

Consumer debtors past due but not impaired 



Consumer debtors which are less than 3 months past due are not considered to be impaired. At 30 June 2010 R1 207 428 
(2009: R 163 194) were past due but not impaired. 

The ageing of amounts past due but not impaired is as follows: 



Less than 1 month past due 

1 month past due 

2 months past due 

3 months past due 

144,251 

133,853 

133,622 

795,702 

37,126 

37,094 

684 

88,290 
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9. Consumer debtors (continued) 

Consumer debtors Impaired 

As of 30 June 2010, consumer debtors of R 4,790,126 (2009: R 4,722,975) were impaired and provided for. 

The amount of the provision was R4,790,126 as of 30 June 2010 (2009: R 4,722,975). 

The ageing of these loans is as follows: 

Over 2 months - 36,333 

Over 3 months 4,790,126 4,686,641 

10. Cash and cash equivalents 

Cash and cash equivalents consist of: 


Cash on hand 2,853 

Bank balances 7,189,770 416,777 

_____ ______ 416 777 


The municipality had the following bank accounts 

Account number / description Bank statement balances Cash book balances 

30 June 2010 30 June 2009 30 June 2010 30 June 2009 

Absa Bank Limited - La Lucia Ridge Branch - Public Sector 7,189,770 416,775 7,189,770 416,695 

Current account - Account number 40 5385 8355 

Absa Bank Limited - La Lucia Ridge Branch - Disaster - 82 - 82 

Management 

Total 7,189,770 416,857 7,189,770 416,777 
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1 1 . Unspent conditional grants and receipts 



Unspent conditional grants and receipts comprises of: 

Municipal infrastructure grant (MIG) 

10,199,090 

2,830,582 

Municipal systems improvement grant (MSIG) 

332,212 


Municipal assistance programme grant (MAP) 



Feasability study grant 



Finance management grant (FMG) 

526,470 

15,822 

Spatial planning grant 



Zulu dance grant 



Infrastructure investment grant 



GIS Capacity support grant 



Sports and recreation 

137,051 

444,443 

E-learning grant 

167,230 

376,755 

Town planning scheme 



Valuation roll grant 


69,244 

Small town rehabilation grant 

11,198,456 


Cyber cadet grant 

29,803 

- 


22,590,312 

3,736,846 


Equitable share 

This grant is used for the operations of the municipality. 

MIG Grant 

This grant is used to address backlogs in municipal infrastructure required for the provision of basic services. The unspent 
portion will be used to complete the same projects. 

MAP Grant 

The Management Assistant Programme is the funding from Local Government for management to assist the municipality to 
provide better service to the community. It is usually used to buy and maintain computers for the municipality. 

MSIG Grant 

This grant is used for infrastructure and for capacity building and restructuring. The capacity building and restructuring 
grants were set up to assist municipality in developing their planning, budgeting, financial management and technical skills. 
Furthermore, the municipality used this grant for payments regarding intergrated development planning, performance 
management, preparation of annual financial statements, effective administration, efficient service delivery mechanisms, 
revenue enhancement as well as powers and functions. 

FMG Grant 

The main objective of this grant is to assist in the rollout of financial management reforms embodied in the MFMA through 
building capacity in financial management. Its primary purpose is to assist building strong financial management skills The 
unspent portion will be used to complete the same projects. 

GIS Capacity support grant 

This grant is used for the purposes of building the Municipality's GIS capacity, by preparation of a business plan for the 
implementation of its GIS, training of staff, acquisition of hardware/software to supports its GIS, etc. The unspent portion will 
be used to complete the same projects. 

Valuation Roll grant 

The main objective of this grant was to facilitate the implementation of the Property Rates Act, 2004 and to assist the 
municipality in preparing valuation rolls whereby a policy framework developed by the municipality is used to ensure that 
property would be valued in accordance with generally recognised valuation practices, methods and standards. 

Feasability study grant 

This grant was funded from the Department of Local Government and Traditional Affairs in order to assist the municipality to 
develop terms of reference and conduct a feasability study for the skill development centre. 

Sports and recreation grant 

The sports and recreation grant was provided to the municipality by the K2N Department of Sports. This grant was used by 
the municipality for the construction of a sportsfield. 
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1 1 . Unspent conditional grants and receipts (continued) 

SjSive o1 Srant is to assist the municipality in influencing the distribution of people and activities in various space 
scales including land use planning and urban planning. 


The o'Sective of this grant is to undertake generic training of Ward Committees and school governing bodies. 

The objechve onhte'granfteto provide the municipality with funds to prepare an energy sector plan in order to provide its 
community with sustainable services. 


Zulu dance grant 

The objective of this grant is to promote cultural activities. 


Cyber cadet grant 

The objective of this grant is to promote the education of the 


youth in terms of computer literacy. 


Small town rehabilitation grant . 

The objective of this grant is to rehabilitate under developed townships and communities. 


Municipal infrastructure grant (MIG) 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


2,830,582 2,825,863 

12,873,000 9,289,610 

(5,50 4,492) (9,284,891) 

10,199,090 2,830,582 


Municipal systems improvement grant (MSIG) 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


1,215,000 735,000 

(882,788) (735,000) 

332,212 ^ 


Municipal assistance programme grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


28,350 

(28,350) 


Feasability study grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


120,000 

( 120 , 000 ) 


Finance management grant (FMG) 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


15,822 

1,500,000 

(989,352) 

526,470 


500,000 

(484,178) 

15,822 


Spatial planning grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


115,845 

(115,845) 
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1 1 . Unspent conditional grants and receipts (continued) 


Zulu dance grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - T ransferred to revenue 


3,000 

(3,000) 


Infrastructure investment grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


1 1 1 ,494 
(111,494) 


GIS Capacity support grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


46,353 

(46,353) 


Sports and Recreation grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


444,443 325,000 

791,700 

( 307,392) (672,257) 

137,051 444,443 


E-learning grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


376,755 1 ,000,000 

(209,525) (623,245) 

167,230 376,755 


Town planning scheme grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


46,491 

(46,491) 


Valuation roll grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


109,950 

(40,706) 

69,244 


Small town rehabilitation grant 

Balance unspent at the beginning of the year 

Current year receipts 

Conditions met - Transferred to revenue 


1 1 ,300,000 
(101,544) 

11,198,456 


Cyber-cadet grant 

Balance unspent at the beginning of the year 


29 



Nkandia Municipality 

Annual Financial Statements for the year ended 30 June 2010 


Notes to the Annual Financial Statements 


Figures in Rand 

2010 

2009 

1 1 . Unspent conditional grants and receipts (continued) 

Current year receipts 

97,572 


Conditions met - Transferred to revenue 

(67,769) 

“ 


29,803 

- 


12. Provisions 

Reconciliation of provisions - 2010 


Opening Additions Total 
Balance 


Provision for landfill site 

Leave pay provision 


3,181,818 

764,076 

318,182 

133,694 

3,500,000 

897,770 



3,945,894 

451,876 

4,397,770 

Reconciliation of provisions - 2009 


Opening 

Balance 

Additions 

Reversed 
during the 
year 

Total 

Provision for landfill site 

2,892,562 

289,256 

- 

3,181,818 

Leave pay provision 

635,964 

404,037 

(275,925) 

764,076 


3,528,526 

693,293 

(275,925) 

3,945,894 


Landfill site 

The landfill site provision is raised for the rehabilitation of the waste disposal site to its original state once the site has 
reached the end of its useful life. 

Leave pay 

The leave pay provision is accrued at the Basic Conditions of Employment Act rate and is accumulated to a maximum of 48 
days per employee. 

13. Trade and other payables 


Trade payables 

Other payables 

Other deposits 

Accruals 

1,217,224 

1 ,562,656 
32,418 
741,816 

166,818 

1 ,322,033 
10,800 


3,554,114 

1,499,651 

The fair value of trade and other payables approximates their carrying amounts. 



14. Revenue 



Rendering of services 

Rental of facilities & equipment 

Government grants (refer note 17) 

1 ,598,929 
273,805 
36,096,886 

396,280 

215,328 

33,735,926 


37,969,620 

34,347,534 

The amount included in revenue arising from rendering of services are as 
follows: 

Property rates - penalties imposed on collection (refer note 15) 

Property rates (refer note 15) 

Service charges (refer note 16) 

60 

1,241,069 

357,800 

121,172 

275,108 


1,598,929 

396,280 
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15. Property Rates 



Rates received 

Property rates 

1 ,241 ,069 

121,172 

Property rates - penalties imposed and collection charges 

1 ,241 ,069 

60 

121,172 


1,241,129 

121,172 


Property valuations 

Valuations on land and buildings are performed every four years. The last general valuation came into effect on November 
01, 2008. 

The following general rates are applied: 

- Business 0.0207c in the Rand 

-Residential 0.0196c in the Rand 

- State Owned 0.0207c in the Rand 

- Vacant Land 0.0219c in the Rand 

- Place of Worship 0.01 15c in the Rand 

Rebates of the following rates are applied: 

100% of market value of Ingonyama trust land 

100% of market value of residential properties less than R17000 

100% of market value of worshiping properties. 

First R50,000 on any residential property 

25% of market value less exemption for phasing in discount 

4% of market value less exemption for all agricultural properties. 

4% of market value less exemption for owners who are illegible pensioners 
4% of market value less exemption for indigent owners 

42% of market values less exemption and rebates from all categories is resen/ed for relief during disaster. 

Rates are levied on a monthly basis. 

Rates are levied on the following properties as per the valuation roll. 


Property valautions 


Agriculture 

3,291,000 

3,291,000 

Business 

19,021,000 

19,021,000 

Residential 

14,924,500 

14,924,500 

State owned Property 

55,684,000 

55,684,000 

State owned Land 

207,768,100 

207,768,100 

Vacant Land 

748,000 

748,000 

Place of Worship 

2,898,000 

2,898,000 


304,334,600 

304,334,600 

16. Service charges 



Refuse removal 

357,800 

275,108 
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17. Government grants and subsidies 



Equitable Share 

27,995,163 

21,344,895 

Finance management grant (FMG) 

989,351 

484,178 

Municipal assistance program grant (MAP) 

- 

28,350 

Investment infrastructure grant 

_ 

1 1 1 ,494 

Spatial planning grant 

- 

- 

GIS Capacity support grant 

- 

46,353 

Municipal systems improvement grant (MSIG) 

882,788 

735,000 

Municipal infrastucture grant (MIG) 

5,504,492 

9,284,891 

LG SETA grant 

38,862 

79,221 

Valuation roll grant 

. 

40,706 

Zulu dance grant 

- 

3,000 

Sports and recreation grant 

307,392 

672,257 

Town planning grant 

- 

46,491 

E-learning grant 

209,525 

623,245 

Feasability study grant 

- 

120,000 

Spatial planning grant 

- 

115,845 

Cyber cadet grant 

67,769 

- 

Small town rehabilitation grant 

101,544 

- 


36,096,886 

33,735,926 


18. Other income 


Sundry income 


141,827 


134,634 
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19. Employee related costs 



Basic 

8,012,716 

6,930,667 

Bonus 

533,047 

567,029 

Medical aid - company contributions 

356,661 

350,983 

UIF 

57,996 

52,457 

SDL 

116,279 

72,063 

Other payroll levies 

2,770 

2,568 

Leave pay provision charge 

133,693 

128,112 

Post-employment benefits 

761,724 

701,450 

Travel, motor car, accommodation, subsistence and other allowances 

655,919 

1,319,476 

Overtime payments 

107,005 

39,965 

Housing benefits and allowances 

69,677 

266,406 


10,807,487 

10,431,176 

Remuneration of municipal manager 



Annual remuneration 

548,289 

403,833 

Travel and other allowances 

112,547 

206,400 

Performance and other bonuses 

- 


Retirement annuity 

6,000 

- 

Backpay 

6,733 

- 


673,569 

610,233 

Remuneration of chief finance officer 



Annual remuneration 

340,086 

303,874 

Travel and other allowances 

108,000 

213,383 

Performance and other bonuses 

- 

- 

Backpay 

5,487 

- 

Salary adjustment 

118,724 

“ 


572,297 

517,257 

Remuneration of Director Corporate Services 



Annual remuneration 

412,724 

303,874 

Travel and other allowances 

113,732 

213,383 

Performance and other bonuses 

40,355 

- 

Backpay 

5,723 



572,534 

517,257 

Remuneration of the Director of Community services manager 



Annual remuneration 

342,287 

303,874 

Travel and other allowances 

96,123 

213,383 

Performance and other bonuses 

33,017 

- 

Backpay 

5,723 

- 


477,150 

517,257 
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19. Employee related costs (continued) 



Renumeration of Technical services manager 



Annual Remuneration 

421,606 

303,874 

T ravel and other allowances 

104,850 

213,383 

Performance and other bonuses 

40,354 

- 

Backpay 

5,723 

- 

Acting allowance 

50,497 

- 


623,030 

517,257 

20. Remuneration of councillors 



Mayor 

288,331 

241 ,987 

Deputy Mayor 

233,182 

196,035 

Speaker 

233,182 

196,035 

Councillors 

2,177,395 

1 ,983,825 

Executive committee members 

659,818 

554,014 

Councillor's allowances 

1,248,966 

951,733 


4,840,874 

4,123,629 

21. Debt impairment 



Increase in provision for bad debts 

67,151 

475,968 

Impairment of sundry debtor 

718,000 

- 


785,151 

475,968 

22. Investment revenue 



Interest revenue 



Bank 

47,248 

75,698 

Interest on investments 

491,571 

379,315 


538,819 

455,013 

23. Depreciation and amortisation 



Property, plant and equipment 

2,254,484 

2,127,057 

Intangible assets 

6,316 

2,822 


2,260,800 

2,129,879 

24. Finance costs 



Finance cost 

318,182 

289,256 

The finance cost arises from the unwinding of the provision for landfill site. 



25. Auditors' remuneration 



Fees (refer note 27) 

864,674 

991 ,306 
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26. Rental income of facilities and equipment 
Premises 


Premises 

273,805 

215,328 

27. General expenses 



Printing and stationery 

70,269 

232,443 

Accommodation 

185,057 

136,581 

Telephone 

639,935 

828,653 

Audit fees 

864,674 

991 ,306 

Other general expenses 

10,380,905 

7,906,997 


12,140,840 

10,095,980 

28. Cash generated from operations 



Surplus 

6,160,863 

6,498,989 

Adjustments for: 



Depreciation and amortisation 

2,260,800 

2,129,879 

Loss on sale of motor vehicle 

40,660 

- 

Interest income 

(538,819) 

(455,013) 

Finance costs 

318,182 

289,256 

Debt impairment 

718,000 

- 

Movements in provisions 

451,876 

3,332,629 

Adjustments for GRAP 

666,816 

98,467,425 

Other non-cash items 

6,020,024 

(91,732,735) 

Changes in working capital: 



Other receivables 

- 

521 ,680 

Consumer debtors 

(1,044,234) 

(693,931) 

Trade and other payables 

2,054,463 

262,750 

VAT 

108,158 

1 ,484,956 


17,216,789 

20,105,885 
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29. Commitments 


Authorised capital expenditure 

At the time of completion of the annual financial statements, there appears to be no authorised capital expenditure at year- 
end. 

At the reporting date the entity has outstanding commitments under operating leases which fall due as follows: 

Operating leases - as lessee (expense) 


Minimum lease payments due 

- within one year 

- in second to fifth year inclusive 


552,982 393,258 

528,489 517,220 

1,081,471 910,478 


Operating lease payments represent rentals payable by the municipality for its printers, photocopiers, vehicles, tracker 
system and sanitiser system. Leases are negotiated for an average term of five years for printers, three years for the tracker 
and sanitiser systems and the lease period for motor vehicles are within the range of two to three years. Lease rentals for 
printers escalate from 12% to 15% or the increase in lease rentals is linked to the interest rate, over the lease periods. 
Contingent rentals are dependant on the prime interest rate. 

Operating leases - as lessor (income) 

Minimum lease payments due 

- within one year 

- in second to fifth year inclusive 

- later than five years 

“ 1,133,047 1,410,521 


265,991 296,770 

687,037 895,207 

180,019 218,544 


Certain of the municipality's land and buildings is held to generate rental income. Rental of land and buildings is expected to 
generate rental yields of variable percentages (depending on the municipal tariff rates). Lease agreements have terms from 
5 to 30 years. 

30. Contingencies 

At the time of completion of the annual financial statements, there was a forensic investigation that was taking place and the 
outcome of the court case is still to be determined. 

31. Related parties 

Remuneration to key personnel of the Municipality is disclosed in notes 19 and 20. 

At the time of completion of the annual financial statements, there appears to be no related party relationship in existence. 

32. Events after the reporting date 

There are no events subsequent to the reporting date to report of as at the date of the annual financial statements. 

33. Unauthorised expenditure 

At the time of completion of the annual financial statements, there appears to be no unauthorised expenditure. 
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34. Fruitless and wasteful expenditure 

In the current financial year (2009/2010), an amount of R29, 473.68 was incurred in respect of payment to contractors for 
the cost of designs and other studies for the Maphuthu electrification project. Flowever, this project ceased (council decided 
to terminate this project). In the prior financial year an amount of R13, 155.90 was incurred in respect of the above 
mentioned project. The cost of the project has resulted in fruitless and wasteful expenditure. 

In the 2006/2007 financial year there was a payment made to SMT Floldings (Pty) Ltd for R797,714.50. The amount 
reflected on the invoice was R 79,771 .50. This resulted in fruitless and wasteful expenditure of R 718,000. This amount has 
been impaired in the current year. 

In the prior year the municipality incurred penalties and interest as a result of late payment in respect of PAYE to the value 
of R25 161. 

35. In-kind donations and assistance 

Municipal Support Program 

The Municipal support program is initiated by the Provincial Treasury to support and assist selected municipalities in 
improving their level of financial management and skills available to them through capacity building to ensure sustainability 
of municipality operations. The cost of the project is estimated to be R4, 200, 000, given to the municipality in kind. 

36. Risk management 

Maximum credit risk exposure 

Credit risk consists mainly of cash deposits, cash equivalents and trade debtors. The municipality only deposits cash with 
major banks with high quality credit standing and limits exposure to any one counter-party. 

Trade receivables comprise a widespread customer base. Management evaluates credit risk relating to customers on an 
ongoing basis. If customers are independently rated, these ratings are used. Othenvise, if there is no independent rating, 
risk control assesses the credit quality of the customer, taking into account its financial position, past experience and other 
factors. Individual risk limits are set based on internal or external ratings in accordance with limits set by the municipality. 
The utilisation of credit limits is regularly monitored. 

Financial assets exposed to credit risk at year end are noted under the respective Financial assets -Investments, Trade and 
other receivables and the Cash and cash equivalents notes. 

These balances represent the maximum exposure to credit risk. 

Liquidity risk 

The municipality’s risk to liquidity is a result of the funds available to cover future commitments. The municipality manages 
liquidity risk through an ongoing review of future commitments and credit facilities. 

Cash flow forecasts are prepared and adequate utilised borrowing facilities are monitored. 

The municipality's financial liabilities are all classified as current liabilities, payable within the next 12 months, other than the 
finance lease, the maturity of which is disclosed in the finance lease note. 

Interest rate risk 

As the municipality has no significant interest-bearing assets, the municipality’s income and operating cash flows are 
substantially independent of changes in market interest rates. 

At year end, financial instruments exposed to interest rate risk were as follows: 

- Call deposits 

- Notice deposits 

- Long-term debtors 


Effect on profit before tax 
2% increase 2% decrease 

2010 

Financial assets - Investments 367,641 (367,641) 

2009 

Financial assets - Investments 23,402 (23,402) 
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37. Prior period errors 



The following adjustments were made to amounts previously reported in the 
annual financial statements of the municipality arising from errors noted in 2009. 

The comparative amount has been restated as follows: 



VAT receivable 

Balance previously reported 

- 

1 ,946,027 
(1,560,127) 

Transferred to accumulated surplus/(defiGit) 




385,900 

Consumer debtors 

Balance previously reported 

_ 

306,192 

(142,998) 

Transferred to Accumulated surplus/{deficit) 



- 

163,194 

Unspent conditional grants and receipts 

Balance previously reported 


(6,115,044) 

2,378,198 

Transferred to Accumulated surplus/(deficit) 




(3,736,846) 

Property, plant and equipment 

Balance previously reported 


49,303,764 

100,630,991 

Transferred to Accumulated surplus/(deficit) 



- 

149,934,755 

Cash and cash equivalents 

Balance previously reported 

_ 

347,457 

69,320 

Transferred to Accumulated surplus/(deficit) 



- 

416,777 

Investment property 

Balance as previously reported 

_ 

18,000 

Transferred to Accumulated surplus/(deficit) 



- 

18,000 

Intangible assets 

Balance as previously reported 

_ 

6,162 

Transferred to Accumulated surplus/(deficit) 



* 

6,162 

Provision for landfill site 

Balance as previously reported 

_ 

(3,181,818) 

Transferred to Accumulated surplus/(deficit) 



- 

(3,181,818) 

Provision for leave pay 

Balance as previously reported 


(360,040) 

(404,037) 

Transferred to Accumulated surplus/(deficit) 



- 

(764,077) 

Trade payables 

Balance as previously reported 

- 

(444,536) 
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277,717 

(166,819) 

Other payables 

Balance as previously reported 

T ransferred to Accumulated surplus/(deficit) 

(1,708,850) 

376,017 


(1,332,833) 


Net effect on accumulated surplus opening balance - credit balance 


98,467,425 


Made up as follows: 

Transfer of balance sheet items to Accumulated surplus 

(Decrease) in revenue 

(Decrease) in other income 

(Decrease) in finance revenue 

(Increase) in finance costs 

(Increase) in operating expenses 



101,240,594 

(1,654,370) 

(14,379) 

(223) 

(289,256) 

(814,941) 

98,467,425 
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Revenue 

Property rates 
Service charges 

Property rates - penalties imposed and collection charges 
Rental of facilities and equipment 
Government grants & subsidies 
Sundry income 
Interest received - investment 

Total Revenue 


Expenditure 




Employee related costs 

19 

(10,807,487) 

(10,431,176) 

Remuneration of councillors 

20 

(4,840,874) 

(4,123,629) 

Operating lease expense 


(499,260) 

(765,799) 

Depreciation and amortisation 

23 

(2,260,800) 

(2,129,879) 

Finance costs 

24 

(318,182) 

(289,256) 

Increase in provision for bad debts 

21 

(67,151) 

(475,968) 

Impairment of sundry debtor 

21 

(718,000) 

- 

Repairs and maintenance 


(836,809) 

(126,505) 

General expenses 

27 

(12,140,840) 

(10,095,980) 

Total Expenditure 


(32,489,403) 

(28,438,192) 
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The supplementary information presented does not form part of the annual financial statements and Is unaudited 


15 

1 ,241 ,069 

121,172 

16 

357,800 

275,108 

15 

60 

- 

26 

273,805 

215,328 

17 

36,096,886 

33,735,926 

18 

141,827 

134,634 

22 

538,819 

455,013 


38,650,266 

34,937,181 


Note(s) 2010 2009 
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